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Report Overview - Introduction and Background 


The Hessequa Municipality appointed INCA Portfolio Managers In 2013 to prepare a Long Term Financial Plan. The outcome was a report entitled Hesseaua 
Local Municipality Long Tarm Financial Plan: 2014 - 2023: October 2013 (referred to as the 2013 Estimate). The report was updated In November 2014, 
February 2016 and November 2016 (referred to as the 2014,2015 and 2016 Estimates respectively} with the then latest available Information. This October 
2017 Update (2017 Estimate) alms to review the conclusions reached previously based on the latest available Information and report on the findings. 

The objective of a Long Term Financial Plan is to recommend strategies and polEclee that will maximise the probability of the municipality’s financial sustainability 
Into the future. This Is achieved by predicting future cash flows and affordable capital expenditure baaed on the municipality’s historic performance and the 
environment In which It operates. 

A summery of the demographic-, economic- and household infrastructure perspective was updated wHh the latest available Information as published by IHS 
Global InsighfL The historic financial analysis was updated with the information captured in the municipality's unaudited financial statements of 30 June 2017. 
IPM’s Long Term Financial Model (latest and updated version 12.0) was populated and run with this latest Information, and the outcome thereof Is reported 
herein. In particular the model was calibrated against the municipality’s MTREF for the 3 years from 2017/16 to 2019/20. 

Unlike the original assignment, no renewed analysis of the Asset Register, review of municipal documents (viz. IDP, Master Plans, etc.) and conversations with 
management were undertaken. The conclusions reached in this report are complimentary to tha recommendations made previously. 

The contents of this report entail the following: 


1 Planning Process 

2 Updated Perspectives (Demographic, Economic, Household Infrastructure) 

3 Updated Historic Financial Assessment 

4 Future Revenues 

5 Affordable Future Capital Investment 

6 Scenario Analysis 

7 Ratio Analysis 

6 Conclusions 
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Key Findings and Conclusions drawn from the 2017 LTFP Update 


• Hessequa'* average annual household Income of R255 644 p.a. (R21 320 p.m.) Is not only substantially higher than the National average of R146 849 
p.a. (R12 404 p.m.). but Is currently the highest of the seven municipalities within ths Eden District. Only 6,2% of households earn an Income below 
the equitable share level of R30 000 p.a. 

- In 2012 Heasequa had the 3 rd highest per capita Income In the Eden District Municipality (R61 446 p.a.) after Mossel Bay (R63 230 p.a.} and Knysna 
(R71 289 p.a.). In the following four years up to 2016, the average per capita income for Hessequa has Increased by 31% reaching R80 490 p.a., 
followed by Mossel Bay that decreased by 10,8% to R74 232 p.a. and George that increased by 29,0% to R71 801. 

• Hsssequa’s population age profile reflects a matured society with a substantial number of older people (above 65 years). 

• The economy Is well diversified with community Services (21%), Trade (19%) and Finance (17%) being the main contributing sub sectors to the 
economy. The tourism spend per annum reflects a positive increasing trend over the last five years and reached an estimated R368 million (12,4% of 
GVA) In 2016. The official unemployment rate, of 16,4%, Is low In the South African context 

• Turning to the 10 year LTFP the following Is observed: 

Since the preparation of the LTFP in 2013, the capital investment programme has accelerated significantly. 

The fairly aggressive capex and borrowing programme anticipated during the 3 year MTREF period is feasible, but will stretch the Municipality’s 
gearing and debt service coverage ability. 

The Municipality's financial performance is not under threat in the foreseeable future, notwithstanding a deterioration of net financial liabilities 
ratio at the back end of the 10 year period. 

o A lower level of borrowings after 2019/2020 Is called for. 

o Hessequa needs to maintain Its high collection rale and should put all efforts Into safeguarding the current collection performance. 

The amount spent on R&M needs to be Increased and the funding of a CRR (Capital Replacement Reserve), which Is cash backed, is 
recommended. 

o To ensure continued financial sustainability requires continued hands-on, strict and disciplined financial management In future. 

■ The calculated 10 year Capex demand of R958 million Is within the 10 year Capex affordability level, but this Is based on a LTFP drafted In 
2013. It is recommended that a total review of ihe LTFP be undertaken In the next budget cycle to capture movements and developments of 
the past four years. 
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1 Planning Process 


2 Updated Perspectives (Demographic, Economic, Household Infrastructure) 

3 Updated Historic Financial Assessment 

4 Future Revenues 

5 Affordable Future Capital Investment 

6 Scenario Analysis 

7 Ratio Analysis 

8 Conclusions 
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Process 

The diagram below Illustrates the steps En the process that were followed in 
2014 and the steps updated In 2015,2016 and 2017: 



411 


1 Part of National Treasury's Cities Support Programme and with technical 
assistance from the World Bank Group. 


During the course of the past year IPM developed a new long term financial 
model 1 , which wee populated with the latest Information of Hessequa and 
used to make a base case financial prediction of the future. The diagram 
below Illustrates the outline of the model 

The model was adapted for the purpose of this update In that no large 
infrastructure projects were assessed. The capital budget as presented In 
the MTREF was included however end predictions of affordable foture 
capex were made. 
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Demography 


The current Population of Heesequa Is 55 040 (2016). Hessequa currently 
has the third lowest population growth rate (1.3%) of the seven municipalities 
In the District and Is also lower than the Western Cape (1.6%) and National 
growth rates (1.5%). 
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The Housahofd Incoma distribution Illustrates that the proportion of 
households earning less than R 30 000 p.a. constitute only approx. 6.2%. The 
household Income distribution of Heesequa reflect a society of which 62.8% 
of all households earn an Income of lees than R192 000 p.a. (R16 000 p.m.). 
The extent to which these households can be levied In future needs to be 
specifically considered. The highest concentration of households (17.3%) fall 
within the annual economic Income bracket of between R 192 000 and R 
360 000 p.a. The average annual households Income lor Hessequa Is R 
255 844 p.a. which is the highest of all seven municipalities In Edan District 
and substantially higher of than the national average of R148 649 p.a. 

The average per capita Income of Hessequa In comparison with the other 
municipalities In the district is as follows: Hessequa: R 80 490; Mossel Bay: R 
74 232; George: R 71 601: Knysna: R 67 690; Bltou: R 57 144; Kannaland: R 
55 087 and Oudtahoorn: R 50 879. 
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Unlike the classical pyramid, the Age Profile Illustrates proportionally less 
people In the age group younger than 40 years, Indicative of a matured 
population. Hessequa's senior citizen of 75+ also represents a notable size of 
the population. The matured population profile reflected by Hessequa need to 
be considered when the revenue base of the municipality Is assessed and 
specifically the extent to which In future an above Inflation rate Increase in 
rates and taxes can be absorbed by the community. 


The 15.4% Unemployment Pete for 2016 Is substantially lower than that of 
the other municipalities in the District, and lower than the Western Cape 
unemployment rata of 21.5% and lower than the National official rate of 
26.3%. 
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Economy 

Community services remains the dominant Economic Sector with 21% of the 
output In 2016, followed by Trade (19%), Finance (17%) and Agriculture 
(16%). The Heaaequa economy is fairly diversified, which should provide 
economic stability. The services sector not only contributes significantly to the 
economy, but Is also the main provider of employment. 



Proportlonat growth was experienced in the Finance, Construction and 
Community services Sectors, with all other sectors experiencing stagnant or 
declining growth ratas from 2007 to 2016. 
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The Trade sector Is the largest Employer with 20.5% of Total Employment 
with Finance, Community services and Manufacturing contributing 18.3%, 
18.0% and 15.4% respectively. Total employment reflects a significant 
Improvement since 2011. At the end of 2016 the officially registered workers 
came to 14 863 people or 27 T 1% of the population. 



Tourism Spend In 2016 amounted to R 368.10 million In which equates to 12.4% 
of GVA. 

Graph 7 reflecting the Increasing trend of Tourism Spend over the past ten 
years. Tourism remains an Important economic drlverfor the local economy. 
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Household Infrastructure 


The Infnatructon Indox of 0.90 compared favourable to that of the Province 
(0.87) and the District (0.87). Given the high level of household Infrastructure 
service provision and the low level of Household Formation during the past 10 
years, the expected soclo economic service delivery pressure on Hessequa 
should be relatively low. 


Growth In HaueeAofef Formation between 2007 and 2016 was 16%, the third 
lowest of all seven municipalities In the district In absolute numbers, the 
growth of households In Hessequa was 2 338, which was the third lowest 
during the period. 
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By comparing backlogs of sanitation, wator, eJectrfc/fy and rafiiso removal In urban as well as non-urban areas, Hessequa Municipality performed very good If 
compared with the average service delivery In the Eden District The high percentage reflected for non-refuse removal are due to some of the non-urban areas where the 
municipality Is not expected to attend to refuse removal. 
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Financial Performance 


Hessequa LM realised an accounting surplus of R 138.8 million In 2017, 
compared to R 50.0 million In the previous year (an Increase of R 88.8 million 
or 177.6%). This accounting surplus was mainly driven by a significant 
Increase In total Income of R 133.79 million (33.7%), against a lower Increase 
In total operating expenditure of R45.0 (13.0%). Although the Increase In 
expenditure Is lower than the Increase In Income, the fact that It Is still much 
higher than Inflation should be noted. 
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The municipality also realised an operating surplus (excluding the Capital 
Grants of R 95.0 million) to the value of R 43.8 million during FY2017, 
R 21.2 million or 93.8% higher than the R 22.6 million realised In 2016. 

The Increase In operating income of R 66.3 million (17.9%) was mainly driven 
by Increases In fines (R 22.4 million or 51%), electricity services 
(R 10.2 million or 9%), conditional operating grants (R 6.0 million or 38.3%), 
property rates (R 5.5 million or 7.6%) and Interest received (R 5.5 million or 
43.7%) 



■ jsubSh. 



2010 2011 2012 2013 2014 2015 2016 2017 
leas* Operating Income —— Property Rates 

Electricity Services —Water Services 


Equitable Share •^•Conditional Operating Grants 

interest Received _ 


Prepared by INCA Portfolio Managers 14 j P a g a 


r* 

lu 


iSSEUUA toONISlRMITEITj 

2019 - 05 - 

L* 

Po8bu»29. Rhiaiwai eorw 









The Increase In operating expenditure of R 45.0 million (13.0%) was mainly 
driven by Increases In other contracted services (R 14.5 million or 510.3%), 
staff cost (R11.0 million or 9.0%), bad debts (R 9.2 million or 24.0%) and bulk 
purchases of electricity (R 7.4 million or 9.2%). 

The repairs and maintenance expense remained relatively low at 
R 16.27 million or 2% of the canylng value of PPE and Investment property. 


Graph 13: Contribution per Key Expenditure Item 
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—* Interest Received -“—Interest Paid 


Positively, Interest received exceeds Interest paid for FY2017, as a result of 
the positive cash and short term Investment balances being built up since 
2014. 




Financial Position 


As at 30 June 2017, Heasequa LM reflected total assets of R 1.1 billion 
(compared to R 944.2 million In 2016) and total liabilities of R 343.8 million 
(compared to R 363.9 million In 2016). From this It Is evident that the 
municipality Improved Its financial position as at FYE2017 and It can be 
regarded as relatively strong and stable. 

More Importantly, Heesequa managed to Improve Its liquidity position during 
FY2017ftom a liquidity ratio of 1.79 In 2016 to 2.52 In 2017. This was achieved 
by an Increase In current assets of R 15.0 million (6.0%) together with a 
decrease In currant liabilities of R 34.5 million (24.7%). 



Other debtors Increased by R 7.9 million (66.4%), which was the main driver 
behind the Increase in current assets, followed by an Increase In cash and 
cash equivalents of R 6.0 million (2.4%). Current liabilities decreased primarily 
due to a sharp decrease In unspent conditional grants Id the value of R 48.7 
million (69.6%). 
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The gross consumer debtors of Hessequa gnaw by 6.1% (R 2.9 million). The 
provision for doubtful debts of R 22.3 million (an Increase of R 0.6 million or 
2.6%) Is sufficient to cover all consumer debtors older than 90 days 
(R 22.2 million). The age analysis of consumer debtors reveals no significant 
movements or inconsistencies. It Is, however, Important that the municipality 
maintain Its healthy collection rate of 97% to support the cash generation ability 
of the municipality In future. 

Notwithstanding the R 20 million borrowed during the year, the municipality 
maintained a healthy lower level of gearing of 29% (compared to 33% In the 
previous year). In 2017 the municipality spent R 32.3 million to service Its debt 
(capital and Interest). 
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Cash Flow 

The profitability of Heasequa LM, In conjunction with the high collection rata, 
resulted >'n cash generated from operations of R 86.8 million (an Increase of R 
30.6 million or 54.2%). 

R 68.0 million of the cash generated from operations was utilised as part of a 
balanced funding mix, to Increase the capital expenditure program of the 
municipality from a level of R 78.7 million In 2016 to R 122.2 million In 2017. 
The other sources of funding were capllal grants of R 32.9 million (26.9%), 
financing of R 20 million (16.4%) and sale of fixed aasats, which contributed 
R 1.3 million (1.0%). 





Capital Grants 
Sale of Fixed Assets 
‘Capital Expenditure 


Notwithstanding the amount of cash from own resources utilised for Capex, 
the municipality was able to Increase its cash and cash equivalents balance at 
FYE2017 by R 6.0 million (2.4%) compered to FYE2016. This Increase In cash, 
in addition to the significant decrease In unspent conditional grants, resulted 
In surplus cash over the mlnlmun liquidity requirements of 
R 154.3 million and a cash coverage ratio of 3.66. Notwithstanding this positive 
surplus cash balance, the municipality has no cash-backed capital asset 
replacement reserve. 
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Municipal Revenue Risk Indicator (MRRI) = "Medium" 

The latest IHS Global Insight update of the Heaeequa economy reveals that 
the average economic growth rate during the pest 5 years of 1.6% p.e. was 
comparable to that of the national economic growth rate. Within the district 
some municipalities recorded higher growth rates (notably Mossel Bay 4.5% 
and Bltcu 2.1%) but others grew at a slower rate (e.g. Kannaland 1.4%, 
Oudtshoom 1.2%, George 1.2% and Knysna 1%). Hessequa, together with 
Mossel Bay Is one of the most diversified economies In the district, with a 
Trass Index of 38. This produced an Economic Risk component of the MRRI 
tor Hessequa of "Medium”. 
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Whereas the unemployment rate of Hessequa (15.4%) Is the lowest In the 
district and together with the relatively low number of Households reliant on 
Indigent support record a Household Ability to Pay Risk component of the 
MRRI of "Low to Medium”, and the overall MRRI of "Medium”. 
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In 2017 the Increasing trend of Real Municipal Revenue per Capita against 
a decline In Real QVA par Capita that was evidenced since 2014 continued. 
The per capita revenue In 2017 Is the highest that It was for the period since 
2000. It Is unlikely that real revenues per capita can Increase significantly In 
future without a structural change In the economy. 
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A comparison of the Average Household Bill for the Middle Income- and 
Affordable Range of a selected number of municipalities In the.WC (extracted 
from Budget Table SA14), based on the 2017/18 tariffs reveals that Hessequa 
features In the quartlle second from the top of these municipalities. 
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Municipal Revenues 

In 2017 the flea/ Revenue per Capita of R 4 591 p.a. exceeded the expected 
amount for the Real GVA par Capita aa researched by Schoemeh 2 . In real 
terms the projected revenue per capita of R 4 388 In 2027 Is predicted to be 
less than the revenue per capita In 2017. This provides comfort - In the light 
of the proportional growth of Indigent households - that the prediction by the 
model Is realistic. 



Future Nominal Revenue Is growing at an average rate of 7.2% p.a. This Is 
a combination of (1} tariff Increases (II) Increased sales and (III) additional 
revenue sources. The lower than expected growth rate Is due to lower grant 
receipts If compered to the amount of capital grants received In 2017. 
However, revenue Is expected to exceed expenditure for the duration of the 
planning period. 


Several factors contribute to a decline In the growth rate of revenues, viz.: 
{1} A growing proportion of Indlgents In the population 



Schosmsn; UP 22 July 2011; https^/edltorlalexpress.com/cgi- 
Wn/eonference/download.cgl?db_name=l1PF67&paperJd-40 


(II) Large numbers of people In retirement living off e fixed Income 
(IH) A negative price elasticity of demand, especially for electricity 



Revenue * Expenditure 


Both the Real GVA par Capita and the Real Revenue par Capita are 
expected to Improve after an Initial decline up 2020. 
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Capex Affordabiuty and Funding 

The total Capex Demand was determined during the preparation of the LTFP In 
2013, but is expected to have changed since then. However, for purposes of 
this report the affordability Is of more concern and not so much the demand. 


Total 10-year Capex Demand 

- ^ R 958 million 

Total 10-year Capex Affordability: 

= 1 R 1 042 million 


For the first time the Capex AffordabllHy exceeds the Capex Demand. It needs 
to be stressed however that the capex demand estimates are now at least 4 
years old and need to be revisited. 


MTREF Capital Funding Mix 


Heseequa’a MTREF budget 2017/18 to 2018/20 expects a capital budget 
amounting to R 243.8 million and tonded as follows: 


R’000 

Total 

1017/18 

201 a/19 

2010/20 

Loans 

184472 

52 277 

63 869 

58 306 

Cash 

38170 

10180 

11 247 

8 743 

Grants 

48168 

15917 

15 853 

17395 

Contributions 

2 500 

0 

2 500 

0 

Total 

243 887 

78 374 

83 489 

84444 


IPM's model accommodated the Intended borrowing of R 164 m ( Internally 
Generated Funding of R 30 m and Capital Grants of R 49 m for the MTREF 
period of 3 years to 2019/20, and allowed the model to calculate the future 
funding mix. 


The capex budget of the municipality Is financially feasible. This Is due to an 
aggressive borrowing strategy that will safeguard the municipality's liquidity, but 
stretches Its gearing. Due to the healthy liquidity position, the budgeted capex 
can be Implemented. Cash available la sufficient to cover the minimum 


recommended liquidity level to cater tor unspent conditional grants, short term 
provisions, and working capital. These findings are Illustrated In the graphs 
below. 

However, In an attempt to avoid extending the gearing levels torther beyond the 
MTREF period of 2019/20, the liquidity levels will decline before picking up again 
at the beck end of the planning period. 

10-Year Capital Funding Mix 

The 10-year capital funding mix Is presented In the table below: 
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BOB 

Public & Developers' Contributions 

3 

o% 1 

Capital Grants 

199 

13% 

Financing 

563 

54% 

Cash Reserves and Funds 

280 

27% ; 

Capital Expenditure 

i m2 

100% 


Due to the prevailing national fiscal constraint, reliance on grant funding In future 
Is probably doubtful and the amount of capital transfers In this latest estimate, 
when compared to previous estimates, has declined. The capital funding mix 
reflects the MTREF budget tor the first 3 years. A gradual Increase of capital 
expenditure during the 10 years le possible at an average annual growth rate of 
7%. However borrowings should be reduced during the period 2021 to 2023 to 
bring the gearing levels back to acceptable levels, assumed to be 40% tor 
Hesaequa. 


The distribution of the funding mix Is Illustrated below: 
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The amount of annual external financing Is estimated Id be distributed as 
follows: 
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Liquidity and Capital Replacement Reserve 

For purposes of this report the minimum required liquidity level caters for 
unspent conditional grants, reserves, short term provisions, and 2 month 
working capital. The municipality's liquidity will decline In ftiture but should 
remain above the minimum required liquidity for the duration of the planning 
period. The Liquidity Ratio Is consistently above 1:2 for most of the 10-year 
planning period. 
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Cash and cash equivalents Ore expected to cover the minimum liquidity reserve 
as well as a CRR for short periods as Illustrated Graph 33 above. 











Gearing 


The demand on Internally generated funds for capital expenditure will prevent a 
CRR to be fully funded for the duration of the planning period. A percentage of 
the depreciation charge can be reserved for short periods of time, until the 
demand will deplete the reserve again by 2023. From an asset management 
perspective it would be prudent to budget for such a cash backed CRR In the 
medium term. 


The ratio of Long Term Interest Bearing Liabilities to Income Is Illustrated In the 
graph below. A level of gearing of 40% Is regarded appropriate for Hessequa. 
During the MTREF period Gearing Increases to above this threshold and only 
declines to below that level In 2023. The Debt Service Cover Ratio (Cash 
Generated by Operations / Debt Service) which should at least be 1:1 and 
preferably 2:1 reaches a minimum of 0.03:1 In 2018 but Improves thereafter. 
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Scenarios 


Realistic Upside and Downside Scenarios ware compared to the Base Case 
Scenario. 


VARIABLE 

base 

CASE 

UPSIDE DOWNSIDE 



% of Base Case 


Population Growth Rato 

100% 

68% 

102% 

GVA Growth Rate 

100% 

110% 

90% 

Employee related cost escalation 
{Margin above Inflation rate) 

100% 

90% 

110% 

Bulk electricity cost escalation {Margin 
above Inflation rata) 

100% 

96% 

120% 

Bulk water cost escalation {Margin 
above Inflation rate) 

100% 

90% 

120% 

Collection Rale of customer billings 

100% 

110% 

85% 


For the 10-year period, the Accumulated Surplus will be positive for the Upside 
but negative for the Downside. Cash generated by Operations ranges between 
-R 278 m and R 760 m. The cash position after 10 years of R150 million In the 
Base Case and R196 million for the Upside are both above the minimum 
required liquidity but In the case of the Downside, the municipality will be more 
than R 600 million In overdraft. 

Whereas the 10-year capital Investment for the Base Case Is R1 042mllllon, this 
may Increase by almost R1 200 million In the Upelde. 

The greet variation of outcome for a realistic combination of input variables, 
demonstrates the need to manage Ihe municipality's finances with care and 
discipline. 


J .J_L Z s Ojk UML - M-HlB 

OUTCOME 

BASt 

CASE 

UPSIDE 

DOWN 

SIDE 

Average annual % Increase 
in Revenue 

7.2% 

7.2% 

7.1% 

Average annual % Increase 

In Expenditure 

6.8% 

6.7% 

7.8% 

Accounting Surplus 
accumulated during Planning 
Period (Rm) 

R 203 

R355 

-R628 

Operating Surplus 
accumulated during Pfenning 
Period {Rm) 

R 4 

R157 

-R826 

Cash generated by 

Operations during Planning 
Period (Rm) 

R 569 

R759 

-R 278 

Average annual increase In 
Gross Consumer Debtors 

i.6% 

-13.3% 

19.8% 

Capital Investment 
programme during Planning 
Period (Rm) 

R 1 042 

R 1 191 

R887 

External Loan Financing 
during Planning Period (Rm) 

R663 

R 570 

R433 

Cash and Cash Equivalents 
at the end of the Planning 
Period (Rm) 

R 150 

R 196 

-R 631 
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The probability outcome of a Monte Carlo Simulation for the Cash generated by 
Operations Indicates that It should remain positive for the duration of the 10-Year 
period. However, there Is small probability that the cash position after 10 years 
may be negative. This event could happen In the case of unbridled capital 
expenditure In the absence of the availability of sources of funding for such 
expenditure. Capital expenditure features in a very narrow range largely due to 
the fact that soma sources of funding (viz. capital grants) are not dependent on 
the variables that were Included In the simulation. 
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Predicted Ratios 

The Base Case predicted ratios era presented below. Although the model Is not programmed to measure the ratios as required by National Treasury In all Instances, H 
does provide comfort that the municipality Is sustainable In future - on condition that It operates within the assumed benchmarks set In the financial plan. 


Table 7: Outcome of Future Rati 




m worsen and can should be taken to mmage 
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5.3% 
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97.0% 

97.0% 
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R 111.1m i ft 104.4 m R 46.0 m R6.im ft aim R 111.1 

I 1:4.31 1 :3.84 1 :2.87 1:2.17 I 1 :1.99 It: 4.3 
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period, 
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Debt Service Cover Ratio (Cash 
Generated by Operations / Debt 
Service) 
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37.1% 
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117% 

116% 

40.4% 

39.4% 


[7”pf “ 

1.3:1 

1.4:1 




6%-B% 


45% 


Prepared by INCA Portfolio Managers 321 P a g e 




































' b not calculated but entered as an 
. assumptonmfhsnndeLTheinuntapaiHy 
must ensure that a greater proportion of 
capex Is spilt on placement. 


1^2 * Net OpiltftigSuiplue/Total Op«ntin§ ^ 

Revenue 


R43 


Electricity Surplus /Total Electricity j ^ , av _ 

Revenue ■ 


31.6% 


- 0 . 2 % 


31.0% 


326% 


34.4% 


3*2% 


The Net Operettas Surpluses generated are net 
7.1% excessive (and even negative in 2020) but are 

_ _ _necessary to cross subsldse services. In an 

to effort the recent 1nv#simefs* m 
etoctfcity infrastructure. the muntetpHty must 
ensue that tenth are set at lewis that would 
mtentam the surpluses. 


37.1% 


R8 

Increase In Billed Income jml (R'm) 


R 16.2 m 

R22Am 

R31.3m 

R 37.7 m 

R 46.0m 

R 50.5 m 

R1 

% Incraeie In Billed Income p.e. 

CPI 

5.9% 


8.7% _ 

8.9% 

9.1% 

9.2% 

R12 

Opening Revenue Growth % 

CPI 

-0.5% 

*6% 

7.9% 

8.2% 

*8% 

8.8% 

R47 

Cash Generated by Operatfone / Own 
Revenue 


0.3% 

126% 

14,2% 

1*0% 

18.7% 

20.1% 

R48 

Cash Generated by Operettans / Tetal 
Oprctlng Revenue 


0.3% 

11.1% 

124% 

' 14.0% 

16.2% 

17.4% 


Revenue growth m above the assumed inflation 
rate due to an increase In quantities ef services 
sold as well as Increase in tariffs. The nateonal 
hsoal oonsMits wi that the 

murtectpeWy steeng^wns il» abRRy to generate 
cash tom own revenue. 


m Contribution par Expenditure Item: Staff ™ AntL 
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32.7% 
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R10 Total Grants/Total Revenue 
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'i 


5.7% 


5.7% 


32.6% 3Z6% Employee related ceste are within fa 

_[_benchmark, even If assessed together with 

Contacted Services. 


5.7% 


5.7% 


j Own Source Revenue to Total Oprating | 


Capital Orente to Total Capita! 
Expenditure 


1*4% 15.3% 15.6% ; 1*8% 1*8% 15.8% 
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"i spheres of government 
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Outcome of the Independent Financial Assessment 

Hessequa LM experienced Strang financial performance In FY2017. The 
municipality realised an accounting surplus of R 138.8 million, compared lo 
R 50.0 million In the previous year (an Increase of R 88.8 million or 177.6%). 
This was mainly as a result of tie significant Increase In operating Income of 
R 66.3 million (17.9%). 85% of the total operating Income of R 435.9 million was 
generated from the municipality’s own resources. Total operating expenditure 
Increased by R 45.0 million (13.0%) during FY2017. 

The strong financial performance by the municipality, In conjunction with a 
healthy collection rata of 97%, enabled the municipality to generate 
R 87.6 million In cash from Its operations. This was R 30.4 million (54%) higher 
than the cash generated from operations In the previous year. 

R 66.0 million of the cash generated from operations was utilised as part of a 
balanced finding mix, to Increase the capital expenditure program of the 
municipality from a level of R 78.7 million in 2016 to R 122.2 million In 2017. The 
other sources of funding ware capital grants of R 32.9 million (26.9%), financing 
of R 20 million (18.4%) and sale of fixed assets, which contributed 
R 1.3 million (1.0%). 

Notwithstanding the borrowing of ftjnds during the year, the municipality 
maintained a healthy lower level of gearing of 29% (compared to 33% In the 
previous year). The debt service cover ratio Improved from 2.23 in 2016 to 2.69 
In 2017, mainly as a result of the Increase in cash generated by operations. It is 
Imperative that the municipality maintain Its ability to generate cash In future to 
service Its debt, with debt service (capital and Interest) at R 32.3 million per 
annum for the FY2017. 

Positively, the municipality's interest Income for the year exceeded Hs Interest 
expense for the first time in seven years. This Is due to the positive higher levels 
of cash and short term investments being maintained. 

In addition to R 5.0 million (2.4%) Increase in cash and cash equivalents, other 
debtors Increased by R 7.9 million (66.4%), which was the main driver behind 
the R 15.0 million Increase in current assets. Current liabilities, on the other 
hand, decreased by R 34.5 million (24.7%), primarily due to a sharp decrease In 
unspent conditional grants to the value of R 48.7 million (69.6%). 


The movements In current assets and current liabilities Improved the liquidity 
ratio of Hessequa LM from 1.79 In 2016 to a healthy 2.52 In 2017. The strong 
liquidity position In which the municipality finds Itself, Is underlined by the cash 
coverage ratio of 3.68 as at FYE2017, with R154.26 In surplus cash over the 
minimum liquidity requirements. 

It is still recommended that the municipality should start building a cash- 
backed Capital Asset Replacement Reserve as a prudent approach to 
managing and maintaining Its asset base. The repairs and maintenance 
expense remained relatively low at R 16.27 million or 2% of the carrying value 
of PPE and investment property. This should be Increased to approximately 
8% of the carrying value of PPE and Investment property to support the 
maintenance of assets and avoid unnecessary spikes in capital replacement 
In future years. 

The debtors book should be monitored. It Is critical for the sustainability of 
Hessequa LM to maintain a debtors collection rate of higher than 95%. 
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Outcome of the Future Predictions 

The latest version of IPM’s Municipal Financial Model was populated with the 
latest available financial, demographic and economic data of Hessequa and 
calibrated against the municiplity'a MTREF, Due to the Incremental adjustments 
made on the model each year we always place more reliance on the latest 
outcome, l.e. this 2017 Estimate. 

The 2027 forecast Real Revenue per Capita Is above the expected revenue per 
capita baaed on research done for municipalities with similar size economies 
and population sizes, but the expected to decllhe from the levels of 2017. 
Compared to a selection of municipalities In the Western Cape the household 
bill for a basket of sorvlcos Is In the second quartlle of these bills. Revenue 
growth Is above the assumed consumer Inflation rate. Largely due to a growing 
number of Indlgents, the Municipal Revenue Risk Indicator (MRR1) is "Medium 1 . 
The municipality’s high collection rate Is laudable and the municipality should put 
all efforts In plaoe to safeguard this performance In future. 

Since the preparation of the Long Term Financial Plan In 2013, the capital 
Investment programme has accelerated significantly. The reliance on external 
financing during the MTREF period will stretch the debt servicing ability of the 
municipality and a period of lower level of borrowings after 2019/20 is called for. 
The municipality Is advised to ensure that asset replacement receives sufficient 
prominence in the Investment programme. 


The municipality's liquidity position, although healthy at present shows a 
tendency to worsen In future, but still within the proposed benchmarks. The 
funding of a cash backed capital replacement reserve ("CRR") is recommended, 
but the available cash expected In future will only allow this for short periods of 
time. 

As demonstrated In the scenario analysis, a great variation of outcome for a 
realistic range of Input variables Is possible. It Is therefore also possible that 
future performance will provide a different outcome to the base case scenario In 


1 Net Financial Liabilities Ratio = (Total Uabllttles - Current Assets) / Operating Revenue 
(end. Capital Grants) 


this report. It Is however encouraging to note that the cash generated by 
operations remains positive tor the planning period. 


An analysis of the projected financial ratios reveals that a combination of 
Increase in total liabilities and decline In current assets In future contributes 
towards a worsening of the Net Financial Liabilities Ratio 3 . It also reveals that 
the municipality should prepare Itself to become less reliant on fiscal transfers, 
not In the least because of the deteriorating national flscus. 
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1 Increase Municipal Revenues 

2 Sett investment Property 

3 Manage expenses 

4 Maintain Liquidity Reserve 

. Downward Adjustment of Salaries and 
0 Wages Bill 

0 Support to indlgents 


Remains Relevant. The Stflbaal 06kV bulk electricity project la key to the generation of future revenue. 

The MTREF budget returns accounting deficits for the MTREF period and with the ambitious capital investment programme expected 
the sale of investment property remains an alternative funding source 

The current economic environment In South Africa impacts negatively on the abHIty of households to afford services. Therefore In an 
attempt to support He rets paying community, coat control remalhs an Important objective of the municipality. 

Liquidity Sms improved, but the recommendation remans relevant, especially in tie light at an expected downward trend of liquidity in 
future 

The average percentage employee related expenses to total expenditure Is estimated to be less than 33% during the 10-Year period 
and la within the benchmark proposed by National Treasury (40%). 

Remains relevant Continuously review affordable servme levels, 


7 

Prioritise capital Investment programme 

The capex demand (new and replacement capex) was determined during the preparation of the LTFP in 2013 and needs to be 
revisited. Whereas the original recommendation encouraged more capital expenditure, the tide has now turned and the municipality 
should take care that He accelerated capex programme remains affordable. 

6 

Assess condition of assets accurately 

Remains relevant to ensure timeous replacement 

9 

Mgrate asset register to become a decision¬ 
making tool. 

Remains relevant. 


10 Debt affordability 

11 Recommendations emanating from 
discussion with Executive Management 


The ambitious bcwrowmg programme during the MTREF period should be followed by a more cautious approach thereafter 
All recommendations remain relevant to the extent not yet achieved. 


Align external fond raising to capex 
programme 

Cash back a Capital Replacement Reserve 
C‘CRR H ) 

Adjust RAM budget upwards. 


Ensure that future borrowings are aligned to Ihe expected capital spending pattern. This recommendation remains valid but borrowings 
also need to be phased to ensure that gearing and liquidity criteria are met. 

The cash surplus generated is not sufficient to Cash back the depreciation charge m a CRR, but the estimates indicate that the 
municipality should be able to reserve a percentage of the depreciation charge at times. 

Continuously Increase the RAM budget to reach the proposed 6% of Carrying Value of assets to ensure the health of existing assets. 
This recommendation remains valid 
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ROJECTED FINANCIAL STATEMENTS 


Municipal Fin «idal MotM- Haaaaqua Municipality 
SMamant of Financial FoaWon 


Model year 

1 

2 

3 

4 

6 

6 

7 

A 

9 

10 

Financial yc* (30 Juna) 

MIS 

MIS 

MM 

2221 

2222 

anas 

anal 

2MB 

MM 

2027 

RVmuami* 











Non-ouirantaiaata: 

wm 

900696 

653662 

1010893 

1072 701 

1 139 585 

1211662 

1289446 

1373366 

1463 M2 

Pro parly, plant and equipment 

795182 

848486 

900958 

957700 

1016064 

1065358 

1188936 

1 234201 

1317 691 

1407 545 

Ihtanglbla aaaad 

321 

29B 

277 

255 

233 

211 

189 

167 

145 

123 

hwatmontpraparHaa 

51376 

51892 

52411 

62635 

53464 

53998 

64637 

56061 

56830 

06184 

hwdmanta 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Longaann recalwblaa 

IF. 

9 

6 

3 

- 

- 

- 

- 

- 

- 

Other iwMMunantaaadi 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Currant aaada: 

237 683 

238 104 

236202 

212014 

169506 

166258 

162 088 

170093 

181076 

202154 

hwntorloa 

2557 

2790 

2 994 

3217 

3461 

3 703 

3 975 

4270 

4093 

4942 

Trade and otiarnacalMUac 

46991 

46991 

46 991 

46991 

46991 

48 Ml 

49991 

46 991 

44691 

46991 

Cadi & Shortterm bmatmenta 

IBS 015 

188323 

195 217 

161807 

136096 

115 864 

111 102 

119402 

129492 

150222 












TOTAL ASSETS 

1014451 

1131102 

1161855 

1222907 

1261 259 

1305 622 

1 373730 

1460112 

1 664432 

1166006 

Munldpd Fund*: 

752679 

769 662 

766791 

782050 

770 357 

785537 

807423 

638356 

Ml 405 

930499 

Housing dowbpmantlUnd S Olier Cadi Basked Raaanaa 

24S 

246 

246 

246 

246 

246 

248 

246 

246 

246 

ReaaNaa (Not Cadi Baokad) 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Auunulatodaurphia 

752 434 

759307 

756545 

761806 

770112 

765 291 

807177 

838112 

Ml 169 

939254 

Non-currant llabllHao; 

278707 

321256 

386829 

397367 

425261 

449623 

491598 

535 926 

562221 

635072 

LongJami KaUlHea flntaraat Basing) 

136 BID 

162254 

189 239 

195 750 

200065 

199416 

214209 

229664 

246060 

264660 

Non-cunnt|mlalona | 

139897 

169004 

179690 

201617 

226 166 

200405 

277389 

306 262 

337 156 

370212 

Currant HabllMae; 

66070 

67 992 

61235 

63 490 

65681 

70 462 

74709 

66 629 

90606 

91436 

Cofuumvdepodh 

5483 

6 629 

6194 

6656 

7002 

7447 

7921 

6 426 

0 970 

9 507 

Prod Nora 

71B1 

7 453 

7704 

7670 

6 252 

5651 

6996 

9 204 

9 060 

1937 

Trade and nlier payable* 

16439 

16 296 

16015 

15446 

14721 

13816 

12711 

13651 

14676 

16706 

Bdikouardraft 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Cunantporfan of tataraat bearing llabMea 

23967 

28 445 

31322 

33468 

35 866 

40848 

46 209 

64646 

57 696 

66 206 












TOTAL MUNICIRAL FUNDS AND LIABILTIEB 

1014451 

1131602 

1166 658 

1222 907 

1 261 268 

1306122 

1373 730 

1410112 

1 654431 

16MM6 
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Munldpri Financial Medal - Haaaaqua Munlotpdlty 
State mart of Flnvief ol Farfanmnca 


Modal yw 

1 

2 

3 

4 


a 

7 

H 

9 

10 

Flnanolal par (30 Ana) 

2013 

2019 

2020 

2611 

mi 

m 

1*24 

itu 

2026 

1027 

RftoMonch 











Rnmii* 











Propertyratoa 

76 733 j 

63225 | 

696271 

97 042) 

104766' 

113173 j 

122350) 

132406 | 

1434431 

155443 

Bervloa Ctiwpei 

196 312 

210810 

225 862 

245344 

267 656' 

292 267 

319 334 

349 266 

362495 

419101 ' 

Rantal of taollHhw and aqutynsnl 

14227 

15374 

16562 

17694 

18 647 

20266 

21734 

23303 

25015 

26B59 

htarari aimad - oxtamal Invarimanta 

13664 

12033 

10734 

10372 

8639 

7549 

0 383 

6 244 

0864 

7 640 


3967 

3174 

3176 

3409 

3863 

3976 

4353 

4791 

5297 

5672 

DMdandaraoalwd 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Flrwo, penaHaa nd farfclta 

41 334 

44641 

46 212 

60623 

53164 

56611 

68902 

61 532 

64609 

67839 

Uaanoeaand permit! 

1426 

1631 

1643 

1775 

1624 

2094 

2256 

2496 

2731 

2065 

Aganeyaanleae 

1 HO 

2106 

2 275 

2275 

2276 

2 276 

2276 

2275 

2275 

2275 

Tronriwi and aubricBoa (opening) 

71469 

52644 

56 700 

62381 

66493 

75157 

62 460 

90 499 

99383 

109116 

Ofierrawnue 

BIOS 

6756 

9 398 

10 077 

10791 

11554 

12378 

13272 

14248 

15 297 

Grin i (Loaa) on <flq>eaal of PPE 

2 600 

2 600 

2 600 

2B00 

2700 

2 800 

2900 

3009 

3100 

3 200 

Revaluation on hwataiantprapoftygaln/{taw) 

* 


- 

* 

- 

- 

- 

- 

= 

- 

Total revenue before Capital Granta 

433 973 

436 993 

466 632 

503 594 

543197 

686 946 

036054 

069080 

749458 

615 627 

Capital Grant 

16917 

15653 

17395 

18 201 

19045 

19929 

20565 

21 826 

22643 

23 906 

Public & developere oenWbullone 

- 

2 500 

- 

- 

- 

- 

- 

- 

- 

- 

Total Revenue attar Capital Grant 

446490 

455 346 

484227 

521 794 

562241 

806 675 

655 BOB 

710806 

772300 

639536 

Operating aqiandltura 











Employe* ralriad oorte 

161679 

163966 

176263 

169549 

203 665 

218516 

234475 

251 526 

269 767 

269 272 

Remuneration of oounolllon 

6899 

7 340 

7759 

6193 

6641 

9113 

9617 

10157 

10741 

11376 

Debt Impairment 

39 679 

42 763 

46126 

46769 

51606 

54630 

57654 

01298 

64966 

66 921 

Dopraotrilon and anetbnprinnent 

28 271 

30195 

32 006 

33 961 

36041 

35 361 

40 669 

43 800 

40567 

49 762 

Finance chargee 

19152 

23 317 

27 005 

25 229 

29112 

29 755 

32 254 

36 291 

38 220 

40 678 

Bulkpurahaaei 

68 700 

94376 

101720 

105 623 

116 673 

125 225 

134444 

144444 

155348 

187107 

Otier Metadata 

26196 

27 770 

29 764 

32072 

34454 

37 075 

39679 

42931 

46 266 

49661 

Contracted nhfcea 

46401 

26963 

32 420 

34763 

37224 

39 559 

42 700 

45 763 

49145 

52769 

Tmnatbra and ttbridbe 

977 

977 

977 

1032 

1069 

1145 

1211 

1279 

1353 

1432 

Ofliereapendhire 

26 667 

26607 

30919 

33154 

35501 

35 014 

40 723 

43663 

46 870 

50326 

Total ExpendHura 

433611 

446 473 

484968 

516535 

653934 

591595 

634 023 

679 971 

729253 

781 441 

Supluri (Bhortid) tbrfia year 

15 680 

6 673 

_EEL. 

3151 

8307 

15179 

21886 

30935 

43647 

59094 
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Munblpal Hnaftaldl Modal -Haaaoqua MunlolpilHy 
Cat h How ttatamant 


Modal par 

FlnanalM yoar (30 Juna) 



tupluoiDaf olt for tha ma fegterifafl Cw»Kal Onnta 

a^duafDatoltfortiaparfggEtfQg Capital Oranta AContributorte 
Capital Orarta AConHwHona 


^UuiSMcnta fer non-eaeh Haim: 

Dapreolalor, amo'daadon and ImpalrmantlDaa 
Rowaluadan on Irwaalmant pro pony (gain) /laaa 

Incnaoa / ffWaasaftom) currant pradatana A nonfritaraatbaaring laMlldaa 
Inonooa / (Rriaaa* Horn) olhar nwbcunont pmfdona A non-lntaroot baaring 
Qrnraaaa) l am non-ourontlntoiMt bearing oaaata 

Capital bh Ini 

Oparatlng auiplua baton worldng oopltal ohangor. 



Natoaah flow from Oparatlng aodvHaa 


Capital aapandlira 

Daonaaaflhoiaaaa] In non-ounant no a taaMi 
(MdlHonp) / Slaposda of fmatmont proparly 


Nawloanaralaad 
Loan* repaid 

(PMt*a«o)/hcnaoa h conaumardapodti 
Natoaah flow from Hnanolng arilvlflaa 


Change !n Catfi 
Ca*J«Owrdraftk Baginning 
CaaMlOvaiPnfQ, Ending 


1 

2 

3 

4 

5 

6 

7 

6 

6 

10 

am* 

a pip 

a dm 

tm 

MM 

2QM 

M 

IMI 

uu 

uzz 

168B0 

8 873 

P81) 

3298 

6307 

13176 

21660 

30033 

43047 

69084 

m 

(11480) 

(18156) 

(14841) 

(10737) 

(4750) 

1 031 

0106 

20 203 

34166 

i*ei? 

18353 

17SIJ 

16201 

16045 

16826 

20 838 

21829 

22643 

23606 

28271 

30106 

32003 

33861 

36 041 

38361 

40660 

43000 

43 907 

40762 

(*23) 

272 

281 

208 

282 

288 

317 

336 

363 

377 

12877 

18107 

20318 

22027 

23580 

26218 

26 684 

28873 

30 884 

33067 

06406 

30447 

32082 

98304 

88200 

78 048 

80 063 

103743 

120 864 

141 311 

(552171 

(2400) 

C«6) 

J782) 

(BMJ 

(1 163) 

(1379) 

643 

704 

768 

028 

(233) 

(2M) 

(223) 

(238) 

(292) 

(272) 

(263) 

(323) 

om 

2297 

- 

- 

- 

- 

- 

- 

0 

- 

~ 

_(991021 

_62173) 

_ tap 

_ 

_(726) 

_(903) 

_(1 IQ?) 

641 

1 026 

1 107 


1188 

B4041 

81827 

68712 

87231 

77 884 

88674 

104 338 

121367 

142066 

(78374) 

(83488) 

(84444) 

(90671) 

(37384) 

(104321) 

(112420) 

(120642) 

(128 624) 

(138725) 

1 

3 

3 

3 

3 

- 

- 

- 

- 

- 

18017 

PI 4) 

(318) 

(684) 

(628) 

(634) 

(938) 

(544) 

(348) 

(934) 

(51760) 

(840 DO) 

(84910) 

(81182) 

(37610) 

(103153) 

(112004) 

(121 330) 

(130473) 

(140278) 

32277 

S3880 

98308 

40 000 

40000 

40000 

60000 

70000 

73000 

76000 

(IB 788) 

(23867). 

(29443) 

(31322) 

(33488) 

(33888) 

(40648) 

(46 200) 

(64648) 

(67 m 

322 

345 

366 

Ml 

417 

445 

474 

507 

642 

637 

33804 

30287 

30228 

8070 

6820 

4790 

10026 

23 286 

18680 

18636 

(23704) 

308 

(3103) 

(23411) 

(23741) 

(22 002) 

(4462) 

8 300 

10080 

20726 

211778 

188016 

188323 

183217 

161807 

136006 

116604 

111102 

118402 

128482 

111 DIE 

111323 

113217 

161107 

111 Ml 

110 014 

111102 

116482 

100481 

168211 
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